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Witness Qualifications

State your name and business address.
David A. Sackett, lllinois Commerce Commission, 527 East Capitol Avenue,

Springfield, lllinois, 62701.

Are you the same David Sackett who previously testified in this proceeding?

Yes.

Purpose of Testimony and Background Information

What is the subject matter of your rebuttal testimony?

This testimony concerns the rebuttal testimony of certain witnesses for The
Peoples Gas Light and Coke Company (“Peoples Gas”) and North Shore Gas
Company (“North Shore”) (individually, the “Company” and collectively, the
“Companies”) and their Proposed General Increases in gas rates. In particular
my rebuttal testimony responds to the rebuttal testimony of the Companies’
withesses Ms. Grace, Mr. Dobson, and Mr. McKendry regarding the Companies’
large-volume gas transportation services as set forth in Riders Full Standby
Transportation Service (“FST”) and Selected Standby Transportation Service
(“SST”) and the Companies’ small-volume gas transportation services as set
forth in Rider Choices For You (“CFY”). | briefly address service class migration
issues. | also address the direct testimony of intervenor witness Ms. Rozumialski

for Constellation NewEnergy Gas (“CNE”).
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Summary of Conclusions and Recommendations

Please summarize your conclusions and recommendations.

| conclude that the Companies’ practice of bundling banking services with

standby service is both inefficient and inequitable. Furthermore, | also have

eleven additional recommendations for the Commission to implement in this
case, as follows:

1. Approve the Companies’ proposed maximum and minimum eligibility
requirements.

2. Approve a credit to large volume customers for the savings the Companies
experience due to reduced storage inventory from a per customer credit to a
per-therm-of-Maximum Daily Quantity (“MDQ”) credit.

3. Approve updating the diversity factors applied to Rider SST and FST.

4. Require the Companies to unbundle standby service and the Allowable Bank
(“AB”) and implement appropriate cost recovery methods.

5. Approve the use of the System Banking Charge to recover on-system bank
costs from Rider SST customers.

6. Approve the use of the Leased Storage Charge to recover off-system bank
costs from Rider SST customers.

7. Approve the creation of the Leased Storage Gas Charge in Rider 2 to recover
off-system bank costs from Rider SST customers.

8. Approve the use the Daily Chicago City Gate Price (“‘CCG”) as the Standby

Commodity Charge for Rider SST and the Average Chicago City Gate Price as
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the Standby Commodity Charge for Rider FST instead of the current charge
which is tied to the PGA.
9. Approve the addition of one restricted intra-day nomination.
10. Approve the after-the-fact recalculation of Critical Day penalties incorporating
super-pooling.
11. Approve a credit to Choices For You (“CFY”) customers for the savings the

Companies experience due to reduced storage inventory from a per customer

credit to a per-therm-of-Maximum Daily Quantity (“MDQ”) credit

Service Class Migration Issues

What is the issue with respect to service class migration in this docket?
The Companies have proposed to create both minimum and maximum usages for
each service class in order to prevent migration of customers from rate class to rate

class unless their usage actually changes.

Did the Companies respond in testimony to your request for greater
support for the 41,000 average monthly therm maximum usage eligibility
requirement for Service Classification (“SC”) No. 2 for Peoples Gas and
North Shore and the new 41,000 average monthly therm minimum usage
eligibility requirement for SC No. 3 for North Shore?

Yes. Ms. Grace provides support for these requirements on pages 42-49 of her
rebuttal testimony. According to Ms. Grace,

Migration of large S.C. No. 4 customers, whose usage is not
consistent with the usage requirements for S.C. No. 2, would not only

3
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affect Peoples Gas’ ability to earn its Commission approved revenue
requirement for S.C. No. 4, it would result in refunds under Rider VBA
arising from such customer migration. This would adversely affect
Peoples Gas’ ability to earn its Commission approved revenue
requirement for S.C. No. 2. The same situation would arise for North
Shore if customers with usage larger than the proposed eligibility
requirement for S.C. No. 2 were allowed to migrate from S.C. No. 3 to
S.C. No. 2.
(NS-PGL Ex. VG-2.0, p. 47)

What do you recommend with regard to the 41,000 average monthly therm
eligibility requirement proposed as a maximum eligibility requirement for
Peoples Gas and North Shore SC Nos. 2 and a maximum eligibility
requirement for North Shore SC No. 3?

Ms. Grace’s arguments regarding the detriment to the Companies due to the
unigue situation caused by the presence of the VBA were reasonable. Given her

rebuttal testimony, | have no objections to these eligibility barriers and recommend

that the Commission approve them.

Large-Volume Transportation Programs

Diversity Factors

What did you recommend with respect to updating the Diversity Factors?

| recommended that the diversity factors contained in the transportation tariffs

should be updated to reflect the most recent data.

Did the Companies agree to your proposal?
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Yes. Companies’ withess Ms. Grace agreed to my proposal. (NS-PGL Ex. VG-2.0,

p. 55)

Credit for Working Gas for Large-Volume Transportation Customers
What did you recommend with respect to providing a credit for working gas

costs for large volume transportation customers?

| recommended that large volume transportation customers should receive a credit
for working gas costs since the Companies incur this cost when they hold gas for
later delivery for sales customers. Transportation customers do not benefit from it.
Indeed, by filling their banks, large volume transportation customers incur directly

their own working gas costs.

Did the Companies agree to provide a credit to large-volume transportation
customers for working gas costs that is analogous to the credit proposed
for small-volume customers?

The Companies agreed to my recommendation that large-volume transportation
customers should be treated the same as small-volume transportation customers
(See Section VI below). Since the Companies have agreed to provide a working
gas costs credit directly to the small volume transportation customers on a per-
therm-of-capacity basis, they proposed to create a credit for large-volume

transportation customers based on Maximum Daily Quantity (“MDQ”) for Rider FST
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and a combination of both MDQ and Selected Standby Quantity for Rider SST.

(NS-PGL Ex. VG-2.0, pp. 55-56)

Why do the Companies propose to use a customer’s MDQ for Rider FST
and Selected Standby Quantity for Rider SST?

Ms. Grace states that since the credit is based on the size of the bank rather than
on usage, applying Rider FST credits per-therm-of-MDQ and Rider SST credits
per-therm-of-Selected Standby Quantity (“SSQ”) is appropriate. Additionally,
MDQ is the value that | proposed the Companies use with regard to Rider CFY;
however, Rider SST does not base bank capacities on MDQ but rather on SSQ.
Thus, it is appropriate to use the SSQ to calculate and allocate this credit for

Rider SST.

Do you accept the Companies’ proposed credit?

Yes. However, if the Rider SST Allowable Bank is unbundled as | propose, then
the applicable Rider SST banking formulas will change and the SSQ will no longer
be the appropriate measure of the bank size for Rider SST customers. If the Rider
SST Allowable Bank is unbundled and my Rider SST revision accepted, the
Selected Bank Quantity (“SBQ”) will be the appropriate measure of bank size and

the SBQ = (Selected Bank Percentage x Maximum Daily Quantity).
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Unbundle Rider SST’s Allowable Bank (“AB”) from Standby Service
Please provide an overview of your rebuttal testimony as it pertains to your

proposal to unbundle the Allowable Bank from standby services.

First, | will address the Companies’ objections to my proposal, which were primarily
directed at my implementation details as opposed to the concept of unbundling,
including a discussion regarding the data that | provided showing the need for
unbundling the Allowable Bank. Second, | will demonstrate the inefficiency and
inequity of the current bundling practice. Third, | will clarify that my proposal only
partially unbundles banking and standby services. Specifically, my proposal allows
Rider SST customers to purchase banking services without paying for standby
services (unbundled banking service), but does not allow Rider SST customers to
purchase standby services without purchasing banking services (bundled standby
service). Finally, | address cost recovery issues/billing issues and provide a
detailed billing model that demonstrates the methodology that | recommend to
ensure that the company adequately recovers the costs from providing both

standby and banking services.

What did you recommend in your direct testimony with respect to the
Companies’ practice of providing storage services bundled with the

provision of standby services?

| recommended that the Companies should provide an option for access to a bank

that is unbundled from the standby service. | use the term “unbundled” to refer to
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the practice of combining services under a single price and not to refer to removing
restrictions on use of these services. Use of storage assets should not be
predicated on the customer buying system gas for standby use. Storage assets

facilitate delivery of gas to customers and the use of these assets should be

available to both sales and transportation customers on a reasonable basis.

Did the Companies respond to your proposal to unbundle the Allowable
Bank from standby service?

Yes. The Companies objected to my proposal. However, the Companies’
misunderstanding of my proposal appears to be the main driver of their
objections to it. The Companies’ misunderstanding was caused, in part, by
several errors contained in my direct testimony, which caused the Companies to
make erroneous calculations and led to inappropriate conclusions on the
Companies’ part. My direct testimony was intended to provide the general
framework for the unbundling of the Allowable Bank rather than to lay out all of
the specifics, and | have modified my proposal in this rebuttal testimony to
address the Companies’ major concerns. With correction of the
misunderstandings and adoption of the modifications proposed below, there are
no significant practical obstacles to adoption of my partial unbundling proposal
and the Commission should adopt that proposal to enhance the competitive

choices for transportation customers.

How did Mr. Dobson’s response demonstrate a fundamental
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misunderstanding of your proposal?
Mr. Dobson apparently failed to grasp that my proposal unbundle banking service
was to be accomplished solely by modifications to an existing tariff, Rider SST.
Mr. Dobson objected that my proposal was unclear as to who it pertained to. He
stated, “Mr. Sackett appears to focus on unbundling AB from the standby service
offered under Rider SST; however, while the Utilities assume the proposal does
not apply to CFY, it is unclear from his testimony if his unbundling proposal would
apply to Rider FST as well as Rider SST.” (NS-PGL Ex. RD-1.0 Rev., p. 6) In my
direct testimony, | proposed specific changes to Rider SST. (Staff Ex. 12.0R, p.
37-41) At no time did | ever propose any changes to Rider FST or Rider CFY
regarding the Allowable Bank. | did propose to make a change to the Standby
Commodity Charge for Riders FST and SST, but | explicitly stated that was my
intent. To clear up any misunderstanding, let me state that | do not propose any
changes to Rider FST’s Allowable Bank; there is no need because those
customers desire full standby and the bank that comes with it. To the extent that
those customers desire less than full standby service or unbundled banking

services of any size, they can obtain those services by switching to Rider SST. |

propose to unbundle the Allowable Bank in Rider SST only.

How do you respond to Mr. Dobson’s objections concerning unclear
operational parameters?
Mr. Dobson objected that my proposal was unclear as to what the operational

parameters of this service would be. (NS-PGL Ex. RD-1.0 Rev., p. 8-17) I am

9
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not proposing any changes to the operational parameters of Rider SST’s
Allowable Bank; thus, his concern is misdirected. | am not proposing a hew
service. | am modifying an existing service by removing the existing link between
the Selected Standby Percentage and the capacity of the Allowable Bank. The
challenge here has never been one of how the unbundled bank would work
operationally because, | have proposed no changes to the operational

parameters. Specifically, | do not propose any changes to Sections C through H

of Rider SST.

What issues that affect system operations and reliability does Mr. Dobson
raise?

| believe that Mr. Dobson may be concerned with practical operational effects on
the system if my partial unbundling proposal results in transportation customers
subscribing to a higher level of banking services than is currently the case. He
states, “Mr. Sackett’s proposal raises several operational concerns, including:
injection and withdrawal sourcing limitations; company owned and leased storage
injection and withdrawal limits; the application of unexpected system storage
limitations on daily withdrawals and injections; and the reduction of assets available

to the Utilities to balance the system each day.” (NS-PGL Ex. RD-1.0 Rev., p. 8)

How do you respond to Mr. Dobson’s objections concerning “injection and

withdrawal sourcing limitations”?

10
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Mr. Dobson states that my proposal raises concerns about “injection and

withdrawal sourcing limitations.”

The Ultilities’ portfolios contain both company-owned storage
(Peoples Gas only) and leased storage assets. Each of these storage
assets have unique injection and withdrawal limits that vary by the
time of year, the balance of gas in storage relative to the maximum
storage quantity, and the need to have gas supply transported on the
appropriate transportation service. These injection and withdrawal
sourcing limitations must be adhered to or the Ultilities’ ability to fully
utilize the storage service will be degraded or penalty costs will be
incurred.
(NS-PGL Ex. RD-1.0 Rev., pp. 8-9)
While Mr. Dobson correctly pointed out that the Utilities have operational
constraints he has not shown my proposal will cause these constraints to be
violated. He is unclear how this issue, which the Companies currently face, would
be exacerbated and he does not provide any link between this issue and my

proposal.

How do you respond to Mr. Dobson’s objections concerning “company
owned and leased storage injection and withdrawal limits”?
Mr. Dobson raises this concern but fails to show any connection between this

issue and my proposal.

How do you respond to Mr. Dobson’s objections concerning “the

application of unexpected system storage limitations on daily withdrawals

and injections”?

11
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These unexpected system limitations already occur and the Companies already
have a response outlined in their tariffs. | am not advocating any changes to this

part of Rider SST.

How do you respond to Mr. Dobson’s objections concerning “the reduction
of assets available to the Utilities to balance the system each day”?

While I do not know exactly what assets are available to the Companies to make up
any additional need, if those assets are available to customers and suppliers it is

likely that those services are available to utilities.

Do you have any general comments on Mr. Dobson’s operational
concerns?

Yes. Mr. Dobson does not say that the Companies could not provide an unbundled
bank for operational reasons. His concerns are legitimate and important to
consider. The Companies have an important role as the balancer of the system. |
have not seen any evidence suggesting, and do not believe, that my proposal as
presented here will create any significant increases in operational problems so as

to negate its economic benefits.

Are there any potential system benefits from your proposal?
Yes. Mr. Dobson does not list any potential system benefits from my proposal.

Some of those benefits include: If customers use larger banks, then the

12
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Companies are responsible for filling less of their own storage on behalf of sales
customers. Also, if customers use less standby as a result, the Companies will
need less Nominated Storage Services and Firm Transportation from the pipelines.
Additionally, my proposal to price the Standby Commaodity Charge with the Chicago

City Gate will create less destabilizing peak day standby use because the daily

price will reflect the higher demand on those days.

How do you respond to the potential problems that Mr. Dobson identifies
concerning the annual subscription process and the multi-year pipeline
contracts?

Mr. Dobson states that having an annual subscription process could lead to
stranding storage and transportation capacity or a cost-shift to sales customers.
(NS-PGL Ex. RD-1.0 Rev., p. 16-17) However, the Companies already use an
annual subscription process for bundled banking services and buy multi-year
contracts. Therefore, the potential problems he identifies are no different than
the potential problems under the current arrangement that other Illinois gas
utilities have in providing unbundled service. Additionally, Mr. Dobson offers no

support for his statement.

How do you respond to Mr. Dobson’s objections concerning capacity
allocations?
Mr. Dobson’s uses an equation (NS-PGL Ex. RD-1.0 Rev., pp. 4-5) to determine

the AB under Rider SST from my revised direct testimony that was incorrectly
13
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stated in my testimony. (Staff Ex. 12.0R, p. 38) The equation in my revised direct
should have read, AB = [BRD + (GCD x DF)] x MDQ rather than AB = [BRD x
(GCD x DF)] x MDQ. | realize that my error caused Mr. Dobson to draw some
incorrect conclusions about the size of the capacity that would be allocated to Rider
SST customers under my proposal. Moreover, as | will go into further detail below,
| also propose a new methodology to determine the Rider SST bank capacity that
should further address Mr. Dobson’s concern. | would like to emphasize that my
proposal was never intended to allow transportation customers as a group to use
more than their equitable share of storage assets. The total capacity of the bank
has never been an issue because, as | explained in my direct testimony, “by using
all storage assets, both on- and off-system, to determine the size of the AB, [my
proposal] does not change the size of the AB.” (Staff Ex. 12.0R, p. 30) Therefore, |
have not proposed to change the allocation of bank capacity from what the
Company proposed in VG 1.12 Revised. Rider SST customers would still be

eligible for 13,839 Mdth (Peoples Gas) and 1,598 Mdth (North Shore) of capacity,

as they are under the current tariff. (Companies’ responses to DAS 6.16)

If the proposed partial unbundling results in additional subscription to
banking services and a need for additional storage capacity for sales
customers, what do you propose should be done to ensure the stability of the

Companies’ gas systems?

As noted above, this risk already exists. In any event, the Companies can make

use of the Hub capacity that Peoples Gas offers to the marketplace, purchase

14
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additional off-system storage to make up any difference, or bring in more flowing

gas.

Would the purchase of off-system assets raise costs to sales customers?

Perhaps. However, if transportation customers fully subscribe to unbundled
storage and this causes the Companies to purchase additional more expensive off-
system storage, costs for all customers would rise because transportation
customers will be paying my proposed Leased Storage Gas Charge. This charge
is a component of the PGA which is recalculated every month and compensates
sales customers for transportation customers’ usage of storage (see below). Thus,
the increasing costs billed to transportation customers through the Leased Storage
Gas Charge are in conjunction with increasing storage capacity subscribed to by

transportation customers.

Why is the current allocation process for available capacity equitable?

Storage allocation should be an equitable process. The Companies first proposed
the current process to allocate storage in Docket Nos. 95-0031and 95-0032. This

procedure, as shown in the Companies’ Exhibits VG 1.12 Revised, divides the

15
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storage assets into peak days of deliverability. It proportionally allocates the total

system capacity to various customer classes based on relative MDQ.*

Why is the current practice of bundling the storage allocated to Rider SST

customers to the provision of standby service inequitable?

The Companies decided to bundle these two services. This bundling produces an
inefficient result for the Rider SST customers who would like to have more storage
but are forced to purchase a high-priced bundled product that they do not need in
order to be able to receive storage. There is no compelling reason to bundle these
services together. The result of this bundling is that most Rider SST customers are

economically precluded from using the full capacity allocated to them.

How does the current subscription of assets reveal this inequity??

Currently, the Companies have allocated their total systems as shown in VG 1.12R.
Based on the Companies’ responses to DAS 6.16, Peoples Gas and North Shore
Rider SST customers could receive 13,839 Mdth and 1,598 Mdth respectively, if
they elected to receive full standby. Peoples Gas and North Shore Rider SST
customers have been allocated 23% and 16% of storage capacity, respectively.

However, according to Mr. Dobson’s rebuttal testimony, Rider SST customers have

! Using MDQ instead of annual usage to allocate the storage favors the customers who have a heat
sensitive load (which tend to be smaller customers) over process load customers (mostly larger
transportation customers).

16
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only subscribed a total capacity of 7% (4,419 Mdth) and 4% (416 Mdth)
respectively. (NS-PGL Ex. RD-1.0 Rev., pp. 4-5) Additionally, Rider FST total AB
for January 2009 was 3313 Mdth and 402 Mdth for Peoples Gas and North Shore,

respectively (according to the Companies’ responses to DAS 1.19).

Subscribed SST .
4,419 Peoples Gas Storage Allocation
7%

Extra Supply for Subscribed FST
Sales 3,313
9,420 5%

16%

B Subscribed SST
M Subscribed FST
= Allocated Sales

M Extra Supply for Sales

17
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Subscribed SST
416
4%

North Shore Storage Allocation

Extra Supply for
Sales
1,182
12%

Subscribed FST
402
4%

m Subscribed SST
M Subscribed FST
 Allocated Sales

M Extra Supply for Sales

365

366

367 Q. What does the under-subscription mean for sales customers?

368 A. Using the current equitable allocation process, Peoples Gas and North Shore sales
369 customers that are not on Rider SST have been allocated72% and 80% of storage
370 capacity, respectively. However, this data (Attachment A) shows that they actually
371 have the use of 87% and 92% of total system storage capacity, respectively.? This
372 means that even if all Rider SST customers take 100% banks, Peoples Gas still

% Since Rider FST customers have at their disposal all of the allocated storage capacity, the only
customers that use this unsubscribed capacity are sales customers.

18
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has control of 72%, and North Shore has control over 80% of storage capacity; they

effectively lose control of 16% and 12% respectively

Since this subscription is a choice for Rider SST customers and they can
elect 100% standby, why do you conclude that this result under the current

bundled offerings is inequitable?

| conclude that this is inequitable because in order to get this full capacity, Rider
SST customers are being forced to buy a service (standby service) that they do not
need This unduly raises the cost of banks and subsidizes sales customers (by use

of unsubscribed capacity) at SST customers’ expense.

In terms of Rider SST customers taking as much bank as is offered, what is

the maximum usage scenario for sales customers and the system?

The maximum usage scenario is that all transportation customers take 100% of
their equitable allocated share of storage capacity and they get 23% (Peoples Gas)
and 16% (North Shore) of the storage. This can be viewed as not unfair to any

customers and is righting an inequity that currently exists.

Is the result of bundling the Rider SST storage to standby service inefficient

for Rider SST customers?

19
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Yes. Rider SST customers under-subscribe to storage services due to the
artificially high price that reflects not just the cost of storage but also the cost of
providing standby. | have calculated the costs of just banking resources in the
System Banking Charge (“SBC”) and the Leased Storage Charge (“LSC”) and the

result is an unbundled bank that is cheaper than the bank that is bundled with

standby service.

What do you conclude regarding the allocation of capacity?

The evidence here shows that the current subscription of storage is inequitable and
inefficient because transportation customers are having to pay a high price to get
the bank and are under-subscribing as a result and that providing transportation
customers with an option to subscribe to an unbundled bank will provide greater
equity. Any capacity that sales customers may lose can be thought of as not part of
their equitably allocated capacity, but rather capacity that transportation customers
have “chosen” not to use in the past under the bundled offering. Transportation
customers may reclaim capacity that has been equitably allocated to them but
offered as a bundled product (per the Companies’ decision to bundle storage with

standby service) that customers did not find desirable.

How do you respond to Ms. Grace’s objections that the Companies have
already offered Rider TB unbundled storage but that no one wanted that

storage?
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Ms. Grace is discussing a different and less desirable product than | am proposing
here. She testifies that unbundled storage was offered but that no one wanted it.
(NS-PGL Ex. VG-2.0, p 57) However, | do not believe that Rider TB is evidence of
lack of demand for reasonably priced unbundled storage. Rider TB restricted
suppliers from pooling their customers with any standby with their customers on
Rider TB. Additionally Rider TB had several severe penalties for imbalances which

degrades the value of the service. For whatever reason, Rider TB was not an

economic product—a product worth its price.

What evidence is there that transportation customers do indeed want
unbundled storage?

Some intervenors in the last rate case asked for an economic banking service
unbundled from the requirement to take backup while Rider TB was still in the
books with unbundled storage. (Initial Brief, IEC/CNE/VES, Docket No. 07--
0241/0242 cons.). Also, as indicated in Attachment B to my testimony, Nicor Gas’
unbundled storage capacity is fully subscribed. It is likely that Peoples Gas and
North Shore transportation customers are not that different from Nicor Gas’

transportation customers.

Do you have any modifications to your proposal as made in your revised

direct testimony?
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Yes. | have several modifications to propose in my rebuttal testimony. The
Allowable Bank as | set it up in my revised direct testimony was difficult to
understand because it required a complicated method to ensure cost recovery. So,

| propose a simplified approach consistent with the intent of my original proposal.

Is the unbundling in your proposal full unbundling of standby service and
banking service or partial?

My proposal is for partial unbundling by unbundling banking service from standby
service but not unbundling standby service from banking service. | believe that the
data supports a demand for the former but not the later and this method facilitates

billing.

Can a Rider SST customer still get standby service under your proposal?
Yes. All customers must still designate a Selected Standby Percentage (“SSP”)
between 0% and 100%. A customer desiring standby service will select an SSP

from 1% to 100%.

How would a Rider SST customer choose unbundled bank service without
any standby service in your proposal?

A customer that wants to select only unbundled bank must designate a Selected
Standby Percentage of 0% and a Selected Bank Percentage (“SBP”) of between

1% and 100%.
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Can a Rider SST customer receive a combination of standby service as well
as the unbundled bank under your proposal?
Yes. Such a customer that wants to select both unbundled bank and standby

service must designate a Selected Standby Percentage of between 1% and 100%

and a Selected Bank Percentage of between 1% and 100%.

Under your proposal, can a customer acquire standby service without a
bank?

No. The Selected Bank Percentage (“SBP”) must be equal to or greater than the
Selected Standby Percentage (“SSP”). This is because the current standby
service is implicitly based on underlying storage services, the charges for
standby are based on the costs of system storage, and the current Allowable
Bank equation includes the Selected Standby Percentage. This restriction also
simplifies billing. Setting the Selected Bank Percentage equal to the Selected
Standby Percentage for a given customer yields the same level of services and
charges as the current standby service would with the same Selected Standby

Percentage.

What modifications do you make to the AB equation contained in your

revised direct testimony?
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479 A First, the AB equations are the same as that in the current Rider SST* except that

480 the term Selected Standby Percentage (“SSP”) needs to be replaced with the term
481 Selected Bank Percentage (“SBP”) to reflect the unbundling that | propose.* Thus
482 the Allowable Bank is determined by the chosen amount of bank rather than the
483 level of backup from system supply chosen by the customer. Also, since SC No. 2
484 customers currently receive all of their Base Rate Days in the unbundled bank, all
485 these customers retain all of those days and are charged for the incremental gas
486 charge capacity if they so choose.

487 Allowable Bank (AB) shall mean the maximum quantity of gas that the
488 customer can retain in storage at any time, determined by the following

489 formula:

490 For Service Classification Nos. 2, 5 (North Shore) and 8 (Peoples Gas):
491 AB = [BRD + (GCD x DF x SBP)] x MDQ

492 For Service Classification No. 3 (North Shore) and 4 (Peoples Gas):

493 AB = [(BRD x SBP) + (GCD x DF x SBP)] x MDQ

494 Where,

495 BRD = Base Rate Days (of bank)

496 GCD = Gas Charge Days (of bank)

® Current Rider SST AB equation: For Service Classification Nos. 2, 5 (North Shore) and 8 (Peoples Gas):
AB = [BRD + (GCD x DF x SSP)] x MDQ

For Service Classification No. 3 (North Shore) and 4 (Peoples Gas):

AB = [(BRD x SSP) + (GCD x DF x SSP)] x MDQ

* This eliminates the need for the Residual Selected Bank Quantity which | proposed in my revised direct
testimony.
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DF = Diversity Factor
SBP = Selected Bank Percentage

MDQ = Maximum Daily Quantity

Why have you decided to make these modifications to your proposal?

Cost recovery has proven the most challenging part of implementing the
unbundling the Rider SST’s AB. Cost recovery is an important issue because,
without accurate cost recovery, the Companies may not be able to adequately
recover their costs or may over-recover their costs. This issue is complicated by
the fact that part of these costs are system costs collected through base rates, and
part are off-system costs and, thus, are recovered through the PGA. Additionally,
the fact that a set amount of storage costs are included in regular base rates for SC
No. 2 means that those customers must have a different cost recovery formula. At
the time my direct testimony was filed | did not have a complete working model of
cost recovery. Some of the particulars had not been worked out and, subsequent
to filing that testimony, | created a working model that | believe adequately recovers
the costs of both standby service and the unbundled bank, as | explained in my
response to the Companies’ DR PGL-NS 8.11. However, the model that |
developed in that response did not accurately recover the costs for SC No. 2 due to
the storage costs included in regular base rates. Therefore, | have a revised cost
recovery model based on my rebuttal testimony here and will provide it as a
workpaper to my rebuttal testimony. The output of that model is attached to this

testimony as Attachment C.
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What are the components of providing adequate cost recovery?
The components of adequate cost recovery are charges that correctly reflect the

appropriate costs and determining the correct quantities to apply those charges

to.

How important is it to correctly identify the underlying bank capacities to
ensure accurate cost recovery?

It is essential because if you do not get the quantities correct, you will either over
or under-price the product and, consequently, the Companies will over or under-
recover. This could also lead to cross-subsidies flowing between sales and

transportation customers.

What bank capacity is in the current Allowable Bank for Rider SST
customers?

The current Rider SST tariff has one Allowable Bank quantity which is the amount
of bank paid for by the stand by charges. | propose to redefine this capacity to be

the Standby Bank:

Standby Bank (SB) shall mean the capacity of the AB that is provided by
the customer’s selection of standby service, determined by the following
formula:

For Service Classification Nos. 2, 5 (North Shore) and 8 (Peoples Gas):
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SB = [BRD + (GCD x DF x SSP)] x MDQ
For Service Classification No. 3 (North Shore) and 4 (Peoples Gas):
SB = [(BRD x SSP) + (GCD x DF x SSP)] x MDQ
Where,
BRD - Base Rate Days (of bank)
GCD - Gas Charge Days (of bank)
DF — Diversity Factor

SSP — Selected Standby Percentage

MDQ — Maximum Daily Quantity

Can you provide an example of how you propose the Companies
accurately recover the costs of providing banking and standby services
under Rider SST?

Certainly. For example, if two Peoples Gas customers, one on SC No. 2 and the
other on SC No. 4, each had an MDQ of 10,000 therms® and selected a Selected
Standby Percentage of 25% then the customers would each have a Selected
Standby Quantity of 2,500 therms (Note, system parameters are: BRD = 13 days,
GCD =17 days, and the DF = 86). For the SC No. 2 customer, its total bank
capacity would be 166,550 therms ([13 + (17 x .86 x .25)] x 10000). It’s quite
different for the SC No. 4 customer. This customer would have total bank capacity

of only 69,050 therms ([(13 x .25) + (17 x .86 x .25)] x 10000).

® This MDQ is representative of customers on both rates.
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How do the Companies currently recover the costs associated with bank
capacity in the tariff?
The Companies currently recover the costs associated with this bank capacity in
combination with other costs associated with the provision of standby service
through standby service rates. On-system (base rate) costs are recovered through
base rates for SC No. 2 customers and via the Standby Service Charge for
customers on SC Nos. 4/3. Using the Companies’ proposed Standby Service
Charge of $ .33 per-therm of SSQ, the SC No. 4 customer pays $825.00 (.33 x
2,500) for the base rate portion of this capacity, while the SC No. 2 customer has
already paid for this bank capacity via base rates. Both customers pay the same
Standby Demand Charge. The gas charge costs are recovered via the Standby
Demand Charge for both customers. Using the March 2009 Standby Demand
Charge of $ .1911 per-therm of Selected Standby Quantity, both customers would
pay $477.75 (.1911 x 2,500) for the gas charge capacity. Therefore the current bill

would be as shown below.

MDQ=10,000; Standby Service Standby Demand Total Standby
SSP=25% Charge (SSC) Charge (SDC) Charge
SSQ= 2,500

SC No. 2 None $477.75 $477.75
SC No. 4 $825.00 $477.75 $1,302.75

Example of Current Bank Capacity Standby Charges for SC2 and SC4 Customers

How do you propose to recover the costs associated with providing bank

service?
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The costs for the portion of the bank at the Selected Standby Percentage continue
to be recovered through the current standby charges. If the current charges
accurately and justly recover the costs of standby services which include banks,
then these charges can continue to recover those costs. Therefore two new
charges are needed to recover the incremental costs associated with the
incremental bank capacity. The benefit of this approach is that there are no bill
impacts for those customers that retain the same level of standby service and bank.
They will experience no changes to either their level of service or their bills. So in
the example above, the customer selecting a Selected Standby Percentage of 25%
and with a Selected Bank Percentage (“SBP”)° equal to 25%, the bill for the SC No.

2 customer will remain $477.75 and the bill for the SC. No. 4 customer will remain

at $1302.75.

What other bank capacities must be determined?

The bank capacity that the customer receives and pays for through its standby
election needs to be identified. Then any additional bank capacity that the
customer selects, receives and must pay for is determined. This additional (or

incremental) bank must be further split into base rate and gas charge portions,

® Selected Bank Percentage (“SBP”), a fraction between 0% and 100% that enables the customer to
choose its desired Allowable Bank.
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602 because the cost of that bank must be partially recovered through Rider 2.

603 Therefore, | propose to create the Residual Bank as determined below.’

604 Residual Bank (RB) shall mean the difference between the AB and the SB.
605 RB =AB - SB

606 And finally, | want to create two bank capacities called the Base Rate Bank®
607 and the Gas Charge Bank.® These would be determined as below.

608 Base Rate Bank (BRB) shall mean the product of (1-GCP) and the SB.
609 BRB = (1-GCP) x SB

610 Gas Charge Bank (GCB) shall mean the product of the GCP and the SB.
611 BRB = GCP x SB

612

613 Q. Can you demonstrate these additional capacities?

614 A. Yes. Suppose that these hypothetical customers all elect a Selected Bank

615 Percentage equal to 80%. Since a portion of the Allowable Bank is already being
616 paid for through standby charges, each customer would just pay for the additional
617 capacity. This incremental capacity, the Residual Bank would also be divided up
618 between base rate and gas charge portions — the Base Rate Bank and the Gas
619 Charge Bank. For the SC No. 2 customer, the Residual Bank is equal to 80,410
620 therms (246,960 — 166,550) and for the SC No. 4 customer, the Residual Bank is

" This replaces the RSBQ from my revised direct testimony.

® There is no BRB for SC2 because all base rate capacity is available. Therefore all additional bank
capacity RB is GCB unless the customer was allowed to subscribe to excess capacity in a pool.

® This replaces the GCBQ from my revised direct testimony.
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equal to 151,910 therms (220,960 — 69,050). In the example used here, the SC
No. 2 customer cannot have and does not pay for a Base Rate Bank because all
possible base rate storage costs are in base rates and the customer gets the full

base rate capacity regardless of the Selected Standby Percentage, but the SC No.

4 customer has a Base Rate Bank of 65,321 therms.

MDQ=10,000; Base Rate Bank Gas Charge Bank Residual Bank
SSP=25%

SSQ= 2,500

SBP= 25%

SC No. 2 None 80,410 thm 80,410 thm
SC No. 4 65,321 thm 86,589 thm 151,910 thm

Example of Incremental Bank Capacity Determination for SC2 and SC4 Customers

What charge should be used to recover the base rate portion of the
incremental bank capacity?

The costs of providing the Base Rate Bank should be recovered with a new charge
that | call the System Banking Charge (“SBC”). | calculated this amount and
provided it to the Companies in my response to PGL-NS 6.14. “Mr. Sackett has
calculated a new charge called the System Banking Charge (“SBC”) as reflected in
the attached file: Resp to PGL-NS 6-14_Attachment. Like the SSC, this charge
recovers on-system costs. However, it appropriately excludes the costs associated
with production and storage commaodity that are in the SSC and unused for banking
services. Additionally, it is designed to be recovered by being multiplied by the
entire base rate [banking] capacity of the bank.” | would add that this charge does

include Compressor O&M costs.
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Peoples Gas North Shore
Annual charges- 2010 Storage Revenues - Demand only $ 38,674,412 $ 422,545
Compressor O&M $4,104,774
Total $ 42,779,186 $ 422,545
Manlove capacity 347,309,570 17,790,530
Annual Costs $0.1232 $0.0238
SBC $0.0103 $ 0.0020

System Banking Charge

Why do you include Peoples Gas’ hub capacity in the System Banking

Charge?

| believe it is appropriate to include the entire capacity of Peoples Gas’ portion of

Manlove Field. That portion includes the hub capacity. Transportation

customers do not chose to exclude some capacity. Therefore the recovery of

these costs should be spread over the entire capacity.

Why do you treat North Shores’ portion of Manlove capacity as on-system

capacity?

| believe it is appropriate to include North Shore’s portion of Manlove since North

Shore technically has no on-system capacity since they lease that from Peoples

Gas. It would be impossible to recover the charge if there was no capacity to

divide it by. Additionally, the costs included in this charge are related to the base

rate portion of North Shore’s storage costs which are based on their portion of

Manlove’s costs.
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Q. What would the System Banking Charges be for the two customers in your

example?

A. Like the Standby Service Charge, the System Banking Charge does not apply to

SC No. 2 customers. Using the proposed System Banking Charge of $ .0103 per-

therm of Base Rate Bank, the SC No. 4 customer would pay $672.81 (.0103 x

65,321) for the base rate capacity.

MDQ=10,000; Base Rate Bank Per Therm Base Total System
SSP=25% (BRB) Rate Charge: Banking
SSQ= 2,500 Base Rate Capacity System Banking Charge
SBP= 80% Charge (SBC)

SC No. 2 None $.0103 None
SC No. 4 65,321 thm $.0103 $672.81

Example of Base Rate Bank Capacity Charges for SC2 and SC4 Customers

What charge do you propose to use to recover the gas charge portion of
the incremental bank quantity?

The costs of providing the Gas Charge Bank should be recovered using a hew
charge that | call the Leased Storage Charge (“LSC”)'°. This charge includes the
new PGA charge that | proposed in my direct testimony, the Leased Storage Gas
Charge (“LSGC”). | calculated this amount and provided it to the Companies in my
response to PGL-NS 6.17c (Attachment E): “Mr. Sackett has calculated the

requested LSGC based on data provided in the Companies’ March PGA filing and

19| eased Storage Charge (“LSC”), the LSGC times the DF times the customer's GCBQ.
LSC = (LSGC X DF X GCBQ)
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responses to DAS1.26. Mr. Sackett used the estimated costs associated with the

ABGC in the numerator along with each Company’s off-system capacity in the

denominator. The result was then converted to a monthly charge.” The Leased

Storage Gas Charge is multiplied by the Diversity Factor to determine the Leased

Storage Charge.

Peoples Gas

North Shore

Costs from March 2009 PGA filing associated with
the ABGC

$ 26,166,947.88

$9,851,471.96

Off-system capacity from DAS1.26 converted to

therms 308,035,500 103,673,030
Annual Costs $0.0849 $ 0.0950
LSGC $0.0071 $ 0.0079
Diversity Factor .86 73
LSC $.0061 $.0058

Leased Storage Charge

Why do you include use the Aggregated Balancing Gas Charge costs as

the numerator in the calculation of the Leased Storage Gas Charge?

| believe it is appropriate to include these costs only because that is the portion of

those costs associated with balancing and storage. As | stated in my revised direct

testimony, according to the Companies, “non-commodity gas costs related to firm

transportation service ... are not included in the ABGC because they are

transportation related purchased gas costs rather than storage and balancing

related purchased gas costs.” (Staff Ex. 12.0R, p. 36)

What would the Leased Storage Charges be for the two customers in your

example?
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The Gas Charge Bank for the SC No. 2 customer is 80,410 therms and the SC No.

4 customer has a Gas Charge Bank of 86,589 therms (.57 x 151,910). Using the

proposed Leased Storage Charge of $.0061 per-therm of Gas Charge Bank, the

SC No. 2 customer would pay $490.98 (.0061 x 80,410) for gas charge capacity,

while the SC No. 4 customer would pay $528.71 (.0061 x 86,589) for the gas

charge capacity.

MDQ=10,000; SSP= | Gas Charge Bank | Per Therm Gas Total Leased

25% SSQ= 2,500 (GCB) Charge: Leased Storage

SBP= 80% Gas Charge Storage Charge Charge
Capacity (LSC)

SC No. 2 80,410 thm $.0061 $490.98

SC No. 4 86,589 thm $.0061 $528.71

Example of Gas Charge Bank Capacity Charges for SC2 and SC4 Customers

What would the Total Bank Capacity Charges be for the two customers in

your example?

The SC No. 2 customer would pay $968.73 ($477.75 + $490.98) for the total

capacity, while the SC No. 4 customer would pay $2504.27 ($1,302.75+ $528.71)

for the total capacity.

MDQ=10,000; | Standby Charges for Charges for Total Bank Capacity
SSP=25% Bank Capacity Incremental Bank Charges
SSQ= 2,500 Capacity

SBP=80%

SC No. 2 $477.75 $490.98 $968.73

SC No. 4 $1,302.75 $528.71 $2504.27

Example Total Capacity Charges for SC2 and SC4 Customers

What revenue risks do the Companies face from unbundling the Allowable
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Bank?
The Companies would only be at risk for the foregone System Banking Charge
revenue associated with on-system storage costs. They are not at risk for

recovering the on-system costs associated with SC No.2 customers, and are not at

risk for any of the off-system costs because of the PGA.

Do you still recommend that a mandatory 100% subscription rate be
considered?

It is not my preference; however, it may be an acceptable alternative if the
Commission determines that it is not appropriate to mitigate the Companies’ risk of
under-subscription by using a rider equivalent to Nicor Gas Rider 5 Storage Service
Cost Recovery (“SSCR”). (Attachment F) The 100 percent subscription
requirement creates inefficiencies by requiring each customer to have the same
amount of bank relative to MDQ even though customers have differing needs to a
bank. | do not think that any customers should be required to select a Selected
Bank Percentage of 100%. Because the Companies are not at risk for all of these
revenues, | think that there are better ways to mitigate this risk. | think it is
important at this point in time to determine what the demand is for this service. A

mandatory 100% subscription rate would not allow us to determine that.

What do you propose with respect to unsubscribed capacity of the SC No. 2
customers?

| would recommend that it would be made available to other customers.
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What do you propose to mitigate the risk to the Companies caused by
under-subscription?
| propose that the risk to the Companies be mitigated by using a rider equivalent to
Nicor Gas’ Rider 5 Storage Service Cost Recovery (“SSCR”) to protect the
Companies against under-subscription for that portion of on-system lost revenue.
Unsubscribed off system assets would be recovered from sales customers through
the PGA. This is reasonable since sales customers will have the benefit of the
capacity that transportation customers do not use. If the Companies want to be
protected from this under-recovery, they would need to calculate a capacity cost of
storage service, (The unrecovered annual cost of unsubscribed AB capacity for the
Annual Recovery Period, based on the embedded cost of AB capacity) and a
carrying cost of storage inventory (The carrying cost of additional investment in
Company storage as a result of the unsubscribed AB capacity) and provide it in

their surrebuttal testimony.

What objection does Mr. Dobson raise regarding the subscription process?
Mr. Dobson states in his rebuttal testimony that the method that | envision is too
vague and undefined. As | explained in my response to DR PGL- NS 6.21, |
recommend use of the Nicor Gas subscription process, which | have attached as

Attachment B, as a model here.

What do you propose to clarify the subscription process?
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| have reviewed the process that Nicor Gas is using (Attachment B) and | believe
that it will serve as a good model here. This process is an annual process that is
part of the MDQ determination. In the case of Peoples Gas and North Shore, this
process should happen during the timeframe when the Companies advise their
transportation customers of all revised Maximum Daily Quantities (“MDQ”) at the
same time that the customers could revise their Selected Standby Percentages

(before April 30). This also coincides with the Companies’ publication of the newly

calculated Base Rate Days and Gas Charge Days which go into effect on May 1.

Specifically what would this subscription process look like?

This process would basically have four steps: First, the Companies would notify
the Rider SST customers of the capacity that is available for selection. Second, the
customers would notify the companies of their desired bank capacity levels. These
levels would not be limited as individual customers could end up with more than
100% of their allotted AB as long as, as a group, transportation customers do not
take more than their share. Third, the Companies would allocate the capacity
according to the selected amounts or on a prorated basis based on MDQ if the
selected amounts exceed available capacity. Finally, the Companies would notify

all customers of what level of AB they received.

Should the unsubscribed capacity of the SC No. 2 customers also be put
into the pot?

Yes, because as a group, transportation customers will not over subscribe.
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Should the individual transportation customers be allowed to subscribe

over 100%?

Yes, because as a group, transportation customers will not over subscribe.

What price do you propose to use for any additional capacity reserved
through the subscription process?

The capacity should be split into the on and off-system portion and both quantities
recovered like the RB. In other words, the additional capacity from the subscription
process would become part of the RB and would be split into BRB and GCB along
with the rest of the RB. The price charged for additional capacity from the pool
should be the SBC for that portion in the BRB*! and the LCS for that portion in the

GCB.*?

What order of purchase do you propose to use for any additional capacity
reserved through subscription process?
The order of purchase from the pool would be undesired SC Nos. 4/3 capacity and

then finally, the undesired SC No. 2 capacity could be divvied up.

How do you respond to the Companies’ objection to annual subscription

™ This would be the only case where a SC No. 2 customer would have a BRB and pay the SBC.

'2 It could also be the new capacity times the weighted average of the two prices: [(System Banking
Charge x Base Rate Percentage) + (Leased Storage Charge x Gas Charge Percentage)].
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798 versus the multi-year contracts?

799 A Mr. Dobson makes this seem like it is a new problem that would develop as a result
800 of unbundling the bank. However, this is not the case. The same situation exists
801 already because customers already elect AB via their selection of the SSP on an
802 annual basis. Nicor has an annual subscription process with multi-year contracts
803 as well and | am not aware that its process has created any hardships on Nicor.
804

805 Q. What critical day (“CD”) bank withdrawal rights did you recommend in your

806 direct testimony?

807 A. In my direct testimony | recommended “that a procedure similar to that used by

808 Nicor Gas be employed. Transportation customers should be allowed a share of
809 the peak day withdrawals commensurate with their share of peak day usage.” (Staff
810 Ex. 12.0R, p. 40) | calculated this amount in response to NS-PGL 6.23 and the
811 number was slightly less than the amount currently allowed with full standby rights.
812

813 Q. What CD bank withdrawal rights do you now recommend?

814 A. | have revised my CD withdrawal proposal to be consistent with the method
815 currently in place where the size of those withdrawals is proportional to the
816 size of the bank. | believe that the best solution to this is to replace the term
817 “SSP” in the CD Supply-Shortage Day withdrawal equation®® with the term

% For SC Nos. 2, 5 (North Shore) and 8 (Peoples Gas: [BRD/(BRD+GCD)+(GCD/(BRD+GCD) x SSP)] x
MDQ; For SC Nos. 3 (North Shore) and 4 (Peoples Gas): SSQ.
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“SBP” for SC. No 2 and replace the quantity “SSQ” with the term “SBQ”

(which is the Selected Bank Quantity and equals SBP x MDQ) for SC Nos.

4/3. This is appropriate because the withdrawal from banks should be linked

to the size of the bank rather than the level of the standby because standby

implies the use of or right to company supply rather than consumption of

transportation customer gas from storage. This is an appropriate distinction

that was unnecessary before.

What CD bank injection rights do you now recommend?

| believe that the best solution to this is to replace the term SSQ in the CD

Supply-Surplus Day injection equation with the term “SBQ”. This is

appropriate because the injection into the bank should be linked to the size

of the bank rather than the level of the standby.

An example of the equation with a customer with a bank inventory of 50,000

therms is as follows:

Current Proposed
Peoples Gas SC2 SC4 SC2 SC4
AB Inventory Balance 50,000 50,000 50,000 50,000
BRD 13 13 13 13
GCD 17 17 17 17
SSP 25% 25% 25% 25%
SBP 80% 80% 80% 80%
MDQ 10,000 10,000 10,000 10,000
CD withdrawal 5,750 2,500 8,867 8,000
CD injection 2,500 2,500 8,000 8,000
Current Proposed
North Shore SC2 SC3 SC2 SC3
AB Inventory Balance 50,000 50,000 50,000 50,000
BRD 5 5 5 5
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GCD 21 21 21 21
SSP 25% 25% 25% 25%
SBP 80% 80% 80% 80%
MDQ 10,000 10,000 10,000 10,000
CD withdrawal 3,942 2,500 8,385 8,000
CD injection 2,500 2,500 8,000 8,000

Critical Day Withdrawal and Injection Comparison

What concerns do you have regarding the fact that Rider SST customers on

SC No. 2 who elect no standby currently pay only on-system storage costs?

Currently, these customers do not pay any off-system storage costs. There is an

inequity in the treatment of this group of customers who are able to get a sizeable

amount of bank with the same operational parameters as all other transportation

customers without paying for the cost of off system storage assets that are used to

provide them these banks.

Do you recommend that this be corrected in this case?

No. This issue should be addressed in the next rate case because there is not

sufficient time remaining to determine how to unbundle storage costs for SC No.2

or develop some other appropriate method to recover those cost.

Please summarize your conclusions regarding unbundling the Allowable

Bank from standby service?

| recommend that the Commission require the Companies to unbundle standby

service from the Allowable Bank for Rider SST customers and implement the

appropriate cost recovery methods that | have set forth here. The Companies
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853 should address separately in surrebuttal the cost-recovery model included as a
854 workpaper to my testimony and each of the charges that | have developed, the
855 System Banking Charge and the Leased Storage Charge.

856

857 Standby Service Charge

858 Q. What did you propose in your direct testimony with regard to the

859 Standby Service Charge (“SBC”)?

860 A. | stated that the Companies must show in rebuttal that this charge is calculated and
861 recovered appropriately.

862

863 Q. How did the Companies respond to your proposal?

864 A. The Companies’ withess Ms. Grace defends her derivation of the Standby Service
865 Charge:

866 The Utilities provided workpapers supporting the derivation of these
867 charges. While the presentation of the derivation of the charges
868 differs in this consolidated proceeding from the Ultilities’ 1995 and
869 2007 rate cases, the methodology remains unchanged. When the
870 standby service charge was introduced in the Utilities’ 1995 rate
871 cases, the presentation of the storage and productions revenue
872 requirements reflected the nature of the reports generated by the
873 Utilities’ embedded cost of service studies. As there was no summary
874 derivation of the revenue requirements for the storage and production
875 functions, the Utilities provided reports which reflected their
876 derivation. The Utilities used the same data presentation in the 2007
877 rate cases. The workpapers submitted in these proceedings are
878 reflective of the reports generated by newer embedded cost of
879 service models, which provide summarized revenue requirements for
880 the storage and production functions.

881 (NS-PGL Ex. VG -2.0, p. 59)

882
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What is your response to Ms. Grace’s claim that “the Utilities used the
same data presentation in the 2007 rate cases” for the Standby Service
Charge?
| have reviewed the workpapers that Ms. Grace submitted in the past rate
case. These show a more detailed and different process than the
workpapers filed in this case. In response to Staff DR DAS 6.10
(Attachment G), Ms. Grace finally provided a detailed derivation that the

process followed in this case is the same as the previous case.

What concerns do you have regarding the treatment of production
costs within the Standby Service Charge?

| had additionally asked the Companies to justify the inclusion of
production costs in the charge. Ms. Grace responded in her
testimony that “the Commission approved the recovery of production
and storage costs through the standby service charge in Docket Nos.
95-0031, 95-0032 and 07-0241/07-0242 (cons.).” (Co. Ex. VG 2.0, p.
58) However, in response to Staff DR DAS 6.11, Peoples Gas
stated,

In Docket No. 04-0112, the Commission ordered the Company to
include costs associated with land acquisitions for environmental
remediation purposes incurred after October 1, 2005, the beginning
of the Company’s fiscal year 2006, as a rate base asset in a rate
case. These costs are reflected in Account 304. As Peoples Gas
production costs now reflect only Account 304 costs, and no longer

support its standby and storage services, the Company will revise its
standby service charge to remove these costs from its derivation.

44



911

912

913

914

915

916

917

918

919

920

921

922

923

924

925

926

927

928

929

930

931

932

933

Docket Nos. 09-0166 — 09-0167
Consolidated
ICC Staff Exhibit 26.0
And North Shore responded to the same DR, “As Account 304 costs do not
support the standby and storage services provided to its transportation
customers, North Shore Gas will revise its standby service charge to remove

these costs from its derivation.”

What is your conclusion with regard to the Standby Service Charge?
The Companies have provided sufficient specification of the current charge in a
manner that is equivalent to that provided in the last rate case. Staff believes that

the removal of Account 304 costs from this charge is appropriate.

Standby Commodity Charge
What did you propose in your direct testimony with regard to the
Standby Commodity Charge (“SCC”)?

| proposed replacing the current SCC with the Chicago City Gate price.

How did the Companies respond to your proposal?

The Companies’ withess Mr. Dobson agreed with some revisions. Specifically he
wanted to clarify the source of the price. Additionally, he wanted to ensure that
Rider FST customers would be charged a monthly average price and that Rider
SST customers would be charged the daily price. (NS-PGL Ex. Ex. RD 1.0 Rev.,

pp. 18-20)

Do you accept these revisions?
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Yes.

Intra-day Nomination Rights
What did CNE recommend with respect to providing more intra-day

nomination rights for transportation customers?

CNE witness Ms. Rozumialski recommended that large-volume transportation
customers should be allowed to make nominations on an intra-day basis. (CNE EXx.

1.0, p. 20)

Did the Companies agree to provide any additional intra-day nomination
flexibility?

Yes. The Companies proposed an alternate recommendation to expand
nominations in a manner similar to Nicor Gas by providing a restricted, single intra-
day nomination with a guaranteed minimum capacity on a four-year trial basis. (NS-

PGL Ex. RD-1.0, Rev., p. 20)

Do you recommend that the Companies expand intra-day nominations?

Yes. | recommend that the Commission approve the limited intra-day nomination

expansion that is the Companies’ rebuttal proposal.
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Super-Pooling
What did CNE recommend with respect to incorporating super-pooling in

Critical Day penalty calculations for transportation customers?

CNE witness Ms. Rozumialski recommended that the Companies allow for
incorporation of super-pooling in the calculation of Critical Day penalties an after-
the-fact accounting correction as approved by the Commission in Nicor Gas’s last

rate case, Docket No. 08-0383. (CNE Ex. 1.0, p. 25-26)

Did the Companies agree to incorporate super-pooling in Critical Day
penalty calculations?
The Companies’ witness Mr. McKendry ignored the current proposal and, instead

focused on a proposal made in the past rate case. (NS-PGL Ex. JM-1.0, pp. 13-14)

Do you recommend that the Commission incorporate super-pooling in
Critical Day penalty calculations for transportation customers?

CNE specifically altered its proposal from that made in the last case to be
consistent with the Commission’s decision in Nicor Gas’ last rate case. (Order,
Docket N0.08-0363, March 25, 2009, p. 126). Given that the Commission made
this determination in the Nicor case and that | am not aware of problems with
respect to the Nicor super-pooling, | recommend that the Commission approve Ms.

Rozumialski’s super-pooling proposal.
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Small-Volume Transportation Programs

Credit for Working Gas for Small-Volume Transportation Customers
What did you recommend with respect to providing a credit for working gas

costs for small volume transportation customers?

| recommended that small-volume transportation customers on Rider CFY should
receive a credit that is determined on a per-therm-of-MDQ basis instead of the

current approach which is per customer.

Did the Companies agree to provide a credit to small-volume transportation
customers that is based on MDQ instead of per customer?

The Companies accepted my recommendation for small-volume transportation
customers on a per-therm-of-MDQ basis and decided to provide it directly to
customers instead of indirectly through suppliers as part of the Rider AGG credit.

(NS-PGL Ex. VG-2.0, p. 62)

Do you accept the Companies modifications to your proposed credit?

Yes.

Does this conclude your prepared rebuttal testimony?

Yes.
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